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circulated in some South American States, and China still used
silver, but apart from these and a few other minor exceptions
the credit currency of the whole world was exchangeable on
demand or at short notice into gold. The value of gold was
falling slowly, wholesale commodity prices having risen about
25 per cent, since the commencement of the century, and there
were signs that the production of gold might soon commence
to diminish seriously, the poorer mines being driven out of
production by the falling value of the commodity.

Nearly all important countries had a centralized banking
system, the central institution being in most cases restricted by
law in its issue of notes; and the art of central banking was well
understood, though it was not carried out with the same degree
of skill or in the same manner in all countries. The United
States had just established the Federal Reserve System and was
beginning for the first time to experiment with a strong cen-
tralized control. Great Britain and Holland maintained a per-
fectly free market for gold, placed no hindrance in the way of
its movement out of their countries and relied for protecting
their reserves upon the use of the discount rate supplemented,
when necessary, by an open market policy of artificially restrict-
ing market funds. Germany had a system copied in many
respects from the British system, but maintained a much higher
reserve which, being held by the Reichsbank, was under the
direct control of the Imperial Government, who frowned so
severely upon any serious movement of gold outwards that a
virtual embargo came into operation upon such occasions.
France had deliberately amassed a large reserve and an influx
of bullion was not allowed to affect immediately the volume of
currency; so that French prices tended always to lag behind
world prices in their upward movement and gold tended con-
tinually to flow to France. Neither of these two countries,
therefore, was operating an entirely unfettered gold standard.

The interdependence of the financial systems of the principal
countries was already very marked. It had existed in the eight-
eenth century, when financial crises often affected many Euro-
pean centres at once and when upon at least one occasion, in